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Health expenditure growth is projected to moderate 
considerably during 1983-90, reaching $660 billion in 
1990 and consuming over 11 percent ofthe gross 
national product. During 1973-83, spending for health 
care more than tripled, increasing from $103 billion to 
$355 billion and moving from 7.8 percent to 10.8 
percent ofthe gross nationalproduct. Government 

spending for health care is projected to reach $284 
hi/lion by 1990, with the Federal Government paying 
73 percent. The Medicare Prospective Payment 
System, private sector initiatives, and State and local 
government actions are providing incentives to 
substantially increase competition and cost 
effectiveness in health care provision. 

Introduction 
Economic forces are limiting the ability ofbuyers 

to pay for increasingly costly health care. Major 
buyers ofcare such as the Federal Government, State 
and local governments, and corporate businesses, are 
putting mounting pressures on health care providers 
to reduce the rate of increase in health care costs 
without lowering the quality ofcare. Competition 
among providers will intensify, providing additional 
incentives to integrate clinical practice styles with 
improved management practices. The entire health 
sector is affected by this increasing emphasis on 
financial incentives, cost effectiveness, and 
competition: long-term and short-term care, 
inpatient and ambulatory care, medical supplies and 
equipment industry, pharmaceutical industry, 
biomedical research, insurance industry, and medical 
facilities construction. Many of the factors shaping 
the future of the health sector can be anticipated, but 
not quantified in terms ofmagnitude or timing. 

The implementation by the Health Care Financing 
Administration ofthe Medicare Prospective 
Payment System (PPS) for hospital inpatient 
services, has provided an incentive to merge clinical 
medicine and quality ofcare issues with 
management, finance, and information support 
systems. Under PPS, payment per case for hospital 
inpatient services is fixed in advance through 
diagnostic-related groups (DRG's) pricing. Every 
major part ofour health care system is likely to be 
affected by the direct and secondary effects ofthe 
PPS as it evolves into the late 1980's. 

The following questions are likely to surface with 
increasing frequency in the 1980's: What is good 
health? What is good quality health care? What is 
cost-effective health care? What can we (individual 
households, firms, State and local governments, 
Federal Government) afford to pay, given other 
demands on resources? The Prospective Payment 
Assessment Commission (ProPAC), will focus on 
some of these clinical and financial questions for 

Reprint requests: M. Carol Pearson, Division ofNationaJ Cost 
Estimates, Health Care Financing Administration, Room L-1, 
1705 Equitable Building, 6325 Security Boulevard, BaJtimore, 
Maryland 21207. 

hospital inpatient services covered under the 
Medicare PPS. Analyses, discussions, and revised 
regulations derived from ProPAC initiatives are 
expected to have indirect effects on other health care 
sectors as well. 

Managers, policymakers and providers in the 
health sector, as in all sectors, must incorporate 
estimates offuture trends into today's decisions. 
Inflation, economic shocks, changes in Government 
regulations, and unanticipated outcomes of policies 
over the last decade have intensified the need for 
periodic assessments of individual industries and 
their relationship to the larger economy. This article 
provides such an assessment for the health care 
industry by providing baseline current-law 
projections of national health expenditures through 
1990. For more indepth analysis of the Medicare PPS 
program and spending for individual health services, 
see Freeland and Scbendler ( 1984). 

Highlights 
• 	 The 1980's will be marked by a period of 

adjustment as health care markets and 
institutions adapt to innovative reimbursement 
reforms and increasing competition. 

• 	 Under the projection assumptions, the rate of 
economy-wide inflation will moderate 
substantially in the late 1980's, resulting in a 
deceleration of health expenditure growth. 

• 	 Growth in real gross national product (GNP) is 
projected to increase at twice the rate of the 1973­
1983 period, resulting in upward pressure for 
growth in real health spending as the ability to 
finance care increases. 

• 	 The population 75 years ofage or over is 
projected to increase four times as fast as the 
average annual rate for persons under age 65. 
Since this group consumes a disproportionate 
amount of health care, this will lead to upward 
pressure on expenditure growth, especially for 
long-tenn care. 

• 	 National health expenditures are projected to 
increase at an average annual rate of9 percent for 
the period 1983-90, a significant decline from the 
13 percent average annual growth in the 1973-83 
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period. This lower rate of increase reflects the net 
effect ofprojected economy-wide fon:es and 
projected effects ofhealth-industry-specific 
factors such as the PPS, private sector initiatives, 
and increasing competition. 

• 	 Growth in personal health expenditures percapita 
is projected to slow to an average annual rate of 
approximately 8 percent for the period 1983-90, a 
significant decline from the 12 percent growth 
rate for 1973-83. 

• 	 Per capita expenditures for 1990 are projected to 
be approximately $2,550 for total health care, 
$1,070 for hospital care, and $500 for physicians' 
services. 

• 	 All Government spending for health care is 
projected to reach $284 billion by 1990, threo­
fourths ofwhich the Federal Government will 
finance. 

• 	 Private spending is estimated to reach $376 
biUion in 1990, or 57 percent ofall health care 
expenditures. 

• 	 Medicare is projected to fimd a higher proportion 
ofhealth spendin& even with the deoeleration 
resulting from implementation ofPPS. 

Evolution of health care delivery and fluance 

The projections contained in this article are an 
evolution ofpast trends and tendencies (Gibson et 
al., 1984) and assume no substantial departure from 
current health care delivery or payment systems. The 
key assumption is that the present extensive third­
party payment system will remain in place, including 
the PPS for Medicare hospital inpatient services. 
However, trends and relationships are modified to 
reflect current-law reimbursement incentives. such as 
those associated with the Medicare PPS, where such 
shifts can be discerned by the authors. 

Other evolving patterns si&nificant to the health 
care sector for the 1980's are: 
• 	 Continued srOwth in expensive, product­

innovative diagnostic and therapeutic 
technologies, and an increased development and 
use ofprocess-innovative technologies associated 
with increased productivity and decreased costs. 

• 	 Reduced rate ofgrowth ofGovernment financin& 
for health programs. 

• 	 Increased rivalry and competition within and 
among various segments of the health care 
industry, resulting in: improved quality of 
services and products; expanded and intensified 
catchment area analyses1 to ascertain needs of 
potential patients and characteristics of 
competing providers; increased responsiveness to 
patients; more emphasis on clinical competence 
and personal effectiveness ("bedside manner"); 
improved management information systems that 

I A catclunenl area is lhe aeoaraphic area serviced by a beallh care 
facility. 

merge clinieal (patient and provider) and 
financial data; greater use ofmedical records 
specialists, cost accountants, industrial engineers, 
and strategic planners; increased consumer health 
education and advertising; and greater use ofcost­
effective services and supplies (Hillestad and 
Berkowitz, 1984; Miller, 1984; and Sheldon, 
1984). 

Substantial variation in the viability of individual 
health care providers and ofmedical equipment and 
supply finns will become evident as the rate of 
growth in aagrepte spending for health care slows. 
Providers and suppliers who respond effectively and 
timely to the new realities will find many 
opportunities in the late 1980's. Providers and 
suppliers who do not respond effectively to the more 
intense competition will experience declines in 
market share. 

Projection scenario 

Increases in national health care spending have 
varied in the past according to policy factors, 
economic conditions, and other variables. It is likely 
that volatility and spurts in spending will also occur 
in the projected period 1983-90. As it is not possible 
to accurately forecast the timing ofturning points in 
heahh sector activity, trend projections that reflect 
average tendencies are used in this article. We focus 
on average annual rates ofchange. This projection 
scenario assumes no unanticipated events and can be 
used as a baseline from which alternative scenarios 
can be constructed. 

The model incorporates economic, actuarial, 
statistical, demographic, and judgmental factors into 
a single, integrated framework. There are four major 
interrelated components ofthe model: 1) a five-factor 
model ofexpenditure growth, 2) supply variables, 3) 
a channel of finance module; and 4) a net cost of 
private health insurance/program administration 
cost module. 2 

Assumptions for current-law 
projections 

These current-law projections are based on a set of 
assumptions relating to the health care sector and to 
the economy as a whole. The fundamental 
assumption is that historical trends and relationships 
will continue into the future. Adjustments are made 
to trends and relationships to reflect current-law 
reimbursement incentives such as those associated 
with the Medicare PPS. Further, it is assumed that: 
• 	 The competitive structure, conduct, and 

performance of the health care delivery system 
will continue to evolve along patterns followed 
dutins the historieal period (1965-83). 

l AD explanatiOD ofmethodoloaY used to prepare Ibis article is 
available from lhe authors. 
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Table1 
Historical estimates and protecttona of groas national product

inflation, and population: Selected years, 1950-90 
	Gross national product 'GN~1 Consumer Prlce1~ 
ImpliCit price Index (CPI)-allltems population 

calendar CUrrent dollars 1972 dollars defloto< wage earners July1 
year in billiOns in billions (1972 = 100.0) (1967 - 100.0) In thousands 

Historical......... 

1950 $266.5 $534.6 53.5 72.1 157,313 
1955 400.0 657.5 60.6 80.3 174,028 

1950 506.5 7372 68.7 88.6 188,943 
1965 691.0 929.3 74.4 94.4 203,032 

1970 992.7 1,085.6 91.4 116.3 214,024 
1973 1,326.4 1,254.3 105.7 133.1 220,779 
1975 1,549.2 1,231.7 125.7 161.3 224,781 
1979 2,417.8 1,479.4 163.4 217.8 233,770 

1880 2,631.7 1,475.0 178.4 246.9 238,415 
1981 2,957.8 1,512.2 195.6 272.2 238,705 
1982 3,069.2 1,480.0 207.4 288.5 241,053 
1983 -· 3,304.8 1,534.7 215.3 297.3 243,297 

1985 	 3,994.0 1,707.0 234.0 321.9 247,810 
1988 5,084.4 	 1,920.2 284.6 364.4 254,499
1990 - 5,857.8 2,066.7 283.4 380.0 258,811 

....... 
 Average annual percent change

1950.55 6.9 4.2 2.6 2.2 2.0 
1955-60 4.6 2.3 2.5 2.0 1.7 
1960-65 6.4 4.7 1.6 1.3 1.4 
1965-70 7.5 3.2 4.2 4.3 1.1 

1970.75 9.3 2.6 6.6 6.6 1.0 
1975-60 11.2 3.7 7.3 6.9 1.0 
1980... 6.7 3.0 5.6 5.5 0.9 
1985-90 8.0 3.9 3.9 3.9 0.9 

1979-83 8.1 0.9 7.1 8.1 1.0 
1...... 9.9 5.5 4.2 4.1 0.9 
1985-88 8.4 4.0 4.2 4.2 0.9 
1986-90 7.3 3.7 3.5 3.5 0.8 
1983-68 9.0 4.6 4.2 4.2 0.9 
1973-83 9.6 2.0 7.4 8.4 1.0 
1983-90 8.5 4.3 4.0 4.0 0.9 

T-

' Historical estimates are reported In Economic Reportof Ills President. February 1984. Projection growth rates are from EltecutiVe Offtee ofthe President, 
Offioe of Management and Budget, Midsession RevieW of Ills 1985 Budget, August 15, 1984. The average annual rate of growth In GNP for 1983-90 used 
In this pi'Ojectlon Is within 0.2 percentage point of the rate used by the private consulting firm of Data Resouroes, Inc. See U.S. Long-Term Rrllew, Fd 
1984 (Forecast: TREND25YR0984). 

2	The CPIIs shoWn for comparison only. The Implicit price deflator for GNP is used In the pro;ectlon process to reflect oost pressures external to haalltl 
care industry. 

3 Historical estimates and projections of population are from Wade (1984). Alternative II (nterrnediate) assumptions for population growth were UMCL 

• 	 No major technological breakthrough in 
treatment ofacute and chronic illnesses that 
would significantly alter evolving patterns of 
morbidity and mortality or health care delivery 
will occur. 

• 	 Use ofmedical care, including intensity of 
services per case, will continue to grow in 
accordance with historical relationships and 
trends, reflecting clinical practice patterns and 

demand factors. As mentioned previously, 
historical trends are modified to reflect current· 
law reimbursement incentives, where such shifts 
can be discerned. 

• 	 Population will grow as projected by the Office of 
the Actuary, Social Security Administration 
(Tables I aod 2). 

• 	 Health manpower will increase as projected by 
the Bureau ofHealth Professions (Table 3). 
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... Table2 
Number of persons and proportions of the population under 65 years of age, 65 years of age or over, and 

75 years of age or over: Selected years, 1980-901 ...... Under 65l!!rs 65 years or over 75 )1!8!$ or over 

"""""" Number ......nt Number NUntbe• 
v... ofpersons2 distribution ofpersons2 diS1ributlon Ofper!OOS2 distribution ofpersons2 distributiOn ..-.. 

1960 188,943 100.0 171,796 90.9 17,147 9.1 5,775 3.1 
1965 203.032 10().0 184,080 90.7 18,952 9.3 6,879 3.4 
1970 214,024 100.0 193,343 90.3 20,681 9.7 8,133 3.8 
1973 220,779 100.0 198,652 90.0 22,127 10.0 8,805 4.0 
1975 224,761 100.0 201,452 89.6 23,309 10.4 9,308 4.1 
1979 233,770 100.0 207,990 89.0 25,780 11.0 10,324 4.4 
1980 236,415 100.0 210,051 88.8 26,364 11.2 10,585 4.5 
1981 238,705 100.0 211,777 88.7 26,928 11.3 10,900 4.6 
1982 241,053 100.0 213,550 88.6 27,503 11.4 11,238 4.7 
1883 243,297 100.0 215,219 88.5 28,078 11.5 11,558 4.8 
Projections 
1965 247,810 100.0 218,491 88.2 29,319 11.8 12,226 4.9. 
1988 254,499 100.0 223,174 87.7 31,325 12.3 13.325 5.2 
1890 - 258,811 100.0 226,241 87.4 32,570 12.6 14,064 5.4 ...... Average annual percent change 

1973-03 1.0 0.8 2.4 2.8 
1983-85 0.9 0.8 2.2 2.8 
1989-88 0.9 0.7 2.2 2.9 
1989-90 0.9 0.7 2.1 2.8 

...,._ ,..,._ -

I Derived from Wade (1984). Alternative II (intermeclate) assumptions for population growth were used. 

2Numbef In thousands as of July 1. 



Table3 
Historical estimates and projections of active physicians 

and dentists: Selected years, 1950-901 

Ye" Total 

Number of active physiCians 
as of December 31 

M.D.'s D.O.'s 

Number of 
actlVG denltst$ 

as of December 31 

Historical......... 
1950 
1955 
1960 
19ti5 

219,900 
240,200 
259,400 
288,700 

209,000 
228,600 
247,300 
277,600 

10,900 
11,600 
12,200 

211,100 

79,190 
84,370 
90,120 
95,990 

1970 
1973 
1975 
1979 
1980 
1981 
1982 
1983 ·-· 

326,500 
355,700 
384,400 
440,400 
457,500 
466,700 
481,700 
496,500 

314,200 
342,400 
37Q,400 
424,000 
440,400 
448,700 
463,000 
476,800 

12,300 
13,300 
14,000 
16,400 
17,100 
18,000 
18,700 
19,700 

102,220 
108,360 
112,450 
123,600 
126,240 
129,180 
132,010 
135,120 

1985 
1988 
1990 

527,900 
569,100 
594,600 

506,000 
543,600 
566,600 

21,900 
25,500 
27,800 

140,920 
147,730 
151,320 -- Average annual percent change 

1950-55 
1955-60 
1961><15 

1.8 
1.6 
2.2 

1.8 
1.8 
2~ 

1.3 
1.0 

2.1.9 

1.3 
1.3 
1.3 

1965-70 
1970-75 
1975-80 

2.5 
3.3 
3.5 

2.5 
3.3 
3.5 

2.1 
2.6 
4.1 

1.3 
1.9 
2.3 

1961><15 
1985-90 

2.9 
2.4 

2.8 
2.3 

5.1 
4.9 

2.2 
1.4 

1983-85 
1985-68 
1988-90 
1983-86 
1985-93 
1973-83 
1983-90 

3.1 
2.5 
2.2 
2.8 
3.1 
3.4 
2.6 

3.0 
2.4 
2.1 
2.7 
3.1 
3.4 
2.5 

5.4 
5.2 
4.4 
5.3 
3.2 
4.0 
5.0 

2.1 
1.8 
1.2 
1.8 
1.9 
2.2 
1.8 

1Bureau of Health Professions (1984). 
2The decline In the number of active D.O.'s between 1960 and 1965 reflects the granting of approximately 2,400 M.D. degrees to osteopathic phySicians 

who had graduated lrom the University of California College of Medicine at Irvine. TlleH physicians are Included with actiYe M.D.'s beglmlng In 1962. 

NOTE: 
M.D. = medical doctors. 
D.O. -doctors of osteopathy. 

• 	 The GNP and the implicit price deflator for the 
GNP will grow as projected in economic 
assumptions incorporated in the Midsession 
Review of the 1985 Budget (Table 1)3. 

• 	 Medical care prices will vary with the implicit 
price deflator for the GNP, according to 
relationships established in the historical period 
studied ( 1965~83), but modified to reflect 
projected incentives and constraints. 

• 	 Benefit outlays and administrative expenses for 
Medicare and aggregate Federal Medicaid outlays 

3The implicit price deflator for GNP is a widely used indicator of 
inflation. 

will grow as projected in the Midsession Review 
ofthe 1985 Budget (Tables 4 and 5). 

The short~term economic outlook for 1983-85, 
compared to 1981-83, can be clulracterized by a 
deceleration in inflation accompanied by strong real 
growth in the economy. The GNP deflator is 
projected to increase at an average annual rate of 
about 4 percent for the period 1983-85, compared to 
a 5 percent annual rate for tbe 1981-83 period. 
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__...,__,..,.,.,.ofT-4 ....... 

--·--SelecteciJ81118,1970-901- - - -calendar ,.... ·-p

1970 
1973 

.... 
adnWiistrative .,.,... ... 

$7.5 
10.1 

To1al ..
$7.1 

9.6 

.... 
$5.1 

7.1 

O<her 
Physicians' professional 

Amount in blllon&-
$1.6 10.1 

2.1 0.1 

Eyoglanaa 
and 

appliances 

(') 
10.1 

Nursing.... 
10.3 

0.2 

""*....... 
care 

~ 

adrMiiatrative

expenses 

10.4 
0.6 

1975 16.3 15.6 11.5 3.4 0.2 0.1 0.3 10.1 0.7 
1979 30.3 29.3 21.2 u 0.5 0.3 0.4 0.4 1.0 
1960 36.8 35.7 25.9 7.9 0.7 0.4 0.4 0.5 1.1 
1961 44.8 43.5 31.3 9.7 0.8 0.5 0.4 0.6 1.3 
1962 52.4 51.1 36.7 11.4 1.1 0.6 0.5 0.8 1.3 
1963 _. 58.8 57.4 40.4 13.4 1.5 0.8 0.5 0.9 1.4

1965 75.7 74.1 52.4 16.6 2.2 1.2 0.6 1.1 1.8 
1968 105.0 103.3 71.8 24.6 2.7 2.0 0.8 1.5 1.7 
1960 
Selected - 131.3 129.5 89.5 31.5 3.2 

Average annual peroentchange 
2.5 0.9 1.8 1.7 

1973-83 19.2 19.6 19.0 20.2 32.9 28.4 10.7 36.1 9.7 
1979-83 18.0 18.3 17.5 19.8 28.7 30.0 9.5 20.3 8.3 
1963-85 13.4 13.6 13.9 11.4 23.8 22.2 6.1 11.9 7.6 
1983-68 12.3 12.5 12.2 12.9 12.7 19.1 8.1 11.7 3.9 
1983-90 12.1 12.3 12.0 13.0 11.9 17.5 8.5 11.3 3.1 
1Service categOries used In this table differ from those liNd In the annual reports of the Board of Trustees of the Federal Hospilallnstnnee and Supplementary Medical Insurance Trust Fund$. For example, 

hospital-based home hHiltl servlo8s appear as hospital care rather than as home health seMc&$ (which are k'lclucled In other professional seMce$). 
2 Hospice benefits are Included with other profes$IOnal services. The benefit provision was effective November 1, 1983, and expires October 1, 1986. 
3 Historical data are from Gibson, etal. (1984). 
• Projections are derived from Af/dH$$IOn Reviewof file 1986 Budget, AugU$115, 1984. However, growth rates fOf' 1984 were moclfi&d by the Medicare actuaries to reflect partial year experience. Projectloni of 

Medicare outlays are updated periodlcaly through the year to reflect changes in regulations, revised lorec:asts of the economy, and program experience. 
s Less than $50 million. 

SOURCE: Health care Financing AdminiStration, Otllce of Financ:lal and Actuarial Analysis, Division of National Cost Estimates. 
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TableS 

Federal share of Medicaid benefits and administrative expenses: Selected years, 1970-90 


calendar 
year Total Administrative expenses 


Amount in billions 

1970 $3.0 $2.9 $0.1 
1973 5.5 5.2 0.2 
1975 7.9 7.6 0.4 
1979 13.0 12.2 0.8 
1980 14.5 13.6 0.8 
1991 17.3 16.2 1.1 
1982 18.0 17.0 1.0 
1983 _... 
 19.2 18.1 1.1 

1995 23.4 22.1 1.3 
1999 29.9 28.5 1.5 
1990 35.6 34.0 1.5 

Average annual percent change 
1973-83 13.4 13.3 15.9 
1979-83 10.2 10.4 7.2 
1993-85 10.2 10.2 10.3 
1993-88 9.3 9.4 8.3 
1983-90 9.2 9.4 5.2 

........ 

1HistoriCal Medicaid financial c1ata on outlays reflect changes in services Incurred and cash flow adjustments (Gibson, et at, 1984). 
2The projeclions are derived from cllanges in Medicaid benefits and adminiStrative expenses prepared for Mklsesslcn Review ot the 1985 Budget, August 

15, 1984. The Midseftion Rev;.w projections extend through fiscal year 1990. Projections through calendar year 1990 were prepared for this report. 
3 Prqectlons of the Federal share of Medicaid vendor payments are updahld periodically through tile year to reflect changes In regulations, revised 

forecasts of the economy, and current program experience. 

SOURCE: Health Care Financing Administration, Office of Financial and Actuarial Analysis, OIYision of National Cost Estimates. 

Real GNP increased at an average annual rate of 
less than 1 percent during 1981-83, compared to the 
short-term projection of more than 5 percent. The 
faster growth in real GNP implies a greater ability of 
the economy to finance spending increases for all 
types ofgoods and services, including health. 

For the mid-term period 1985-88, current dollar 
GNP is projected to increase at an average annual 
rate ofabout 8 percent with economy-wide prices 
and real GNP each increasing at approximately half 
that rate. For the last years ofthe projection period, 
1988-90, the growth rates of the GNP deflator and 
real GNP are each expected to slow to between 3 and 
4 percent. 

For the long-term or overall projection period, 
1983-90, the GNP deflator is expected to slow 
significantly to a projected 4 percent rate ofgrowth, 
or half the rateofgrowthduring 1973-83. Real GNP 
is assumed to increase at an average annual rate of4 
percent for the 1983-90 period, twice as fast as the 
1973-83 interval. Thus, for the projection period 
(1983-90), prices are assumed to grow at a 
substantially slower rate and real GNP to rise 
significantly faster. This deceleration in economy­
wide inflation has a significant impact on health care 
spending since approximately 60 percent ofthe 
growth in health care spending can be accounted for 
by economy-wide inflation. Thus, projections of 
health care spending are sensitive to relatively small 
errors in forecasting economy-wide inflation. 

Shifts in the age composition ofthe population is a 
factor which will tend to cause health expenditures to 

rise in the 1980's. Use ofmedical care by the elderly 
population is disproportionate to their numbers 
(Fisher, 1980; Waldo and Lazenby, 1984). The 
number ofpersons 75 years ofage or over is 
projected to increase at an average rate ofalmost 3 
percent in the period 1983-90, compared to less than 
1 percent for the population under 65 years ofage 
(Table 2). The projected growth rates are essentially 
the same as for 1973-83. The proportion of the total 
population 65 years ofage or over will rise from 11.5 
percent in 1983 to 12.6 percent in 1990. Total 
population is projected to increase at an average 
annual rate of0.9 percent from 1983-90. 

The number ofactive physicians is projected to 
grow from 496,000 in 1983 to 595,000 in 1990 
(Table 3), an aggregate increase of 20 percent, or 
nearly three times the projected aggregate population 
growth. The number ofactive dentists is projected to 
increase from 135,000in 1983to 151,000in 1990,a 
12 percent increase (Table 3). This increase is twice 
as fast as aggregate population growth. However, 
over the long run, the growth in the number of 
physicians and dentists is projected to decelerate 
during the last halfofthe 1980's, declining from the 
peak growth rate of the last halfofthe 1970's. 

Overview of projections 
Outlays for total national health expenditures are 

expected to increase at substantially lower rates in 
1he projected period ( 1983-90), bo1h abso1u1e1y and 
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00 T-6 
N-hoallh expencltures,by source of funds and percent of gross national piOduct (GNP): Selected calendar yeara, 1950-90 

calendar ..... -
Groos 

national 
p<Oduel 

inbilions 

Total Private -~ Federal State and lOcal 
Amounl ., 


inbllons of­
Amounl 

in billions ..... of GNP 

Tolal 

Amo""' Peroenl Amounl 
in billiOns of- in billions 

........ 
of-

Amooot ., 
In billions Of-

.......... 

1950 $286.5 $12.7 $82 4.4 $9.2 n.8 $3.4 27.2 $1.6 12.8 $1.8 14.4 
1955 400.1 17.7 105 4.4 13.2 74.3 4.8 25.7 2.0 11.3 2.6 14.4 

1950 508.5 26.9 146 5.3 20.3 75.3 6.6 24.7 3.0 11.2 3.6 13.5 
1865 691.0 41.9 207 6.1 30.9 73.8 11.0 28.2 5.5 13.2 5.5 13.0 

1970 
1973 

992.7 
1,328.4 

75.0 
103.4 

350 ... 7.8 
7.8 

47.2 63.0 27.8 
64.0 81.9 39.4 

37.1 
38.1 

17.7 23.6 
25.2 24.4 

10.1 13.5 
14.2 13.7 

1975 1,549.2 132.7 590 8.6 76.3 57.5 58.4 42.4 37.1 27.9 19.3 14.5 
1979 2,417.8 216.1 920 8.9 124.2 57.7 90.8 42.3 81.0 28.4 29.8 13.9 

1960 
1961 

2,631.7 
2,957.8 

246.0 
285.8 

1,049 
1,197 

9.4 
9.7 

142.2 57.3 105.9 
164.2 57.4 121.6 

42.7 
42.5 

71.1 28.7 .... 29.2 
34.8 14.0 
38.1 13.3 

1962 3,069.2 322.3 1.337 10.5 186.5 57.9 135.9 42.1 93.3 26.9 42.6 13.2 
1963 3,304.8 358.4 1,461 10.8 206.8 58.1 148.8 41.9 102.7 28.9 46.1 13.0 

ProjeCtions 

1965 3,994.0 419.5 1,693 10.5 240.0 57.2 179.6 42.8 127.6 30.4 51.9 12.4 
1966 5,084.4 552.4 2,171 10.9 318.7 57.3 235.7 42.6 170.8 30.9 64.9 11.7 
1990 5,857.8 660.1 2,551 11.3 375.7 58.9 284.5 43.1 208.6 31.6 75.9 11.5 

Selected Average annual percent change 

1950-55 6.9 6.9 5.2 7.4 5.8 4.6 7.6 

1955-00 4.8 6.7 6.8 9.0 7.8 8.5 6.7 

1960-65 6.4 9.2 7.6 8.8 10.2 12.9 7.6 
1965-70 7.5 12.3 11.2 8.8 20.4 26.1 13.1 
1970..75 9.3 12.1 11.0 10.1 15.2 16.0 13.8 
1975-80 11.2 13.3 12.2 13.3 13.4 13.9 12.5 
1960-65 6.7 11.1 10.0 11.0 11.2 12.4 8.4 

1965-90 8.0 9.4 8.5 9.4 9.6 10.3 7.9 



1979-83 
1983-85 
1965-66 
1986-90 

8.1 
9.9 
6.4 
7.3 

13.4 
8.7 
9.6 
9.3 

12.3 
7.7 
8.6 
6.4 

13.6 13.1 
7.8 9.9 
9.7 9.5 
8.9 9.9 

13.9 
11.5 
10.2 
10.5 

11.5 
6.2 
7.7 
8.2 

1965-83 9.1 12.6 11.5 11.1 15.8 17.6 12.6 
1983-88 9.0 9.2 8.2 8.9 9.8 10.7 7.1 
197U3 9.6 13.1 12.0 12.4 14.2 15.1 12.5
1983-90 8.5 9.2 8.4 6.9 9.7 10.7 7.4

... ..... .....-

I ­i' 


J 
i 
I.• • ' I Historical estlmat$S are from Gibson, fJt aJ. (1984).


SOURCE: Health Care Flnanclng Administration, Office of Financial and Actuarial Analysis, Division of National Cost Estimates.
t -



Figure 1 

National health expenditures as percent of 
gross national product with bandwidths: 

1965-90' 

---------------------

14 Historical Projected 
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scenario provide one indicator of vanability. The stan(lard error 
associate<! with annual percent mcreases m !he ratio of national 
health expef'lditures lo gross nali011al product lor 1966-83 was 
multiplied by a t-<listribulion value ot 2.11 to derive the conditional 
·•gs percent'" bandwidths. The calculate<~ bandwidths are approx­
imale and are used as a rough guide in assess1ng variability aod 
uncertainty. 11 •s •mponant to keep in m1nd the potential dangers 
ol extrapolating h1stor~cal measures ot variability i!'lto the future: 
that is. there can be no assurance that future variability I> ill 
repli<:ate historical variability 

SOURCE: Health Care Financing Administration. Office of Financial 
and Actuarial Analysis. O.V•sion of National Cost Estimates. 

in relation to the GNP (Figure 1 and Table 6). 
Projected outlays are: 
• $420 billion by 1985, or $1,693 per capita; 
• $552 billion by 1988, or $2,171 per capita· 
• $660 billion by 1990, or $2,551 per capita: 

Total spending is projected to increase at an 
average annual rate ofclose to 9 percent for the 
projected period ( 1983-90), down substantially from 
the 13 percent rate for the historical period 1973-83 
(Table 6). The four factors accounting for the 
historical growth rate are: growth in economy-wide 
inflation (as measured by GNP deflator), 58 percent· 
health sector prices in excess ofeconomy-wide ' 
inflation, 11 percent; population, 8 percent; and real 
expense per capita ("intensity"), 23 percent (Table 7). 

A projected significant decline in the general 
inflation rate leading to lower health care price 
increases will exert substantial downward pressure on 
health spending for the remainder ofthe 1980's. 
However, assumed robust increases in real GNP will 
exert an upward pressure, as will the aging 
population and the introduction ofnew cost­
increasing, health-enhancing technologies. 
Restrained growth in Government financing of 
health care, including the Medicare PPS, will exert 
downward pressure. The net effect of these pressures 

Healtb Care Fiunclq Reflew/Spriaa 1985/Vohrme 6, Number 3 

and constraints will be a deceleration in the growth of 
health spending. 

For the long-tenn, the ratio ofhealth spending to 
GNP is projected to increase at an average annual 
rate ofonly 0.6 percent or one-ftfth as fast as in the 
1965-83 period. 

As the economy rebounds in 1984, and as the 
effect ofcurrent-law reimbursement reform (e.g., the 
Medicare PPS) and private sector initiatives take 
hold, we expect the health sector's share of GNP to 
decline from 10.8 percent in 1983 to 10.5 percent in 
1985. A relatively gradual increase in this share is 
projected forth~ remainder ofthe 1980's, reaching 
over 11 percent m 1990. Health care can be expected 
to be a higher percent ofGNP if the relatively fast 
growth in projected real GNP (Table I) does not 
materialize. 

Over the period 1979-83, current dollar GNP 
increased nearly 37 percent; whereas, national health 
expenditures increased 65 percent (Table 8). This 
rapid growth in spending for health care, relative to 
our ability to pay, was a factor which prompted 
Congress, States, and private industry to develop 
cost-containment initiatives. Health care markets 
and institutions are adjusting to these revised 
fmancial incentives in the 1980's. 

Shifts from the historical trends for relative shares 
ofhealth spending going to various types ofgoods 
and services will occur. Reforms in payment systems 
for hospital care and increasing competition from 
ambulatory services will result in deceleration of 
spending growth for hospital care relative to other 
services. The hospital share is projected to remain 
relatively constant rather- than to grow, as was 
historically the case. In 1985, the hospital share of 
spending is projected to be below its 1983 position. 

Government financing 

In 1983, the Federal share ofhealth spending was 
29 percent (Table 6), having increased more than 4 
percentage points since 1973. The Federal share is 
projected to be more than 30 percent in 1985, and 
almost 32 percent in 1990. The gradual rise in 
Federal share reflects primarily the aging of the 
population and private sector initiatives to restrain 
growth in private spending. Federal outlays for 
national health expenditures, which were $1.6 billion 
in 1950,increasedto$25billionin 1973and$103 
billion in 1983 (Table 6). Health care outlays are 
becoming a larger portion ofFedera1 spending. 
Federally-financed health expenditures comprised 
between 4 and S percent oftotal Federal Government 
expenditures in 1965 (pre-Medicare and Medicaid); 
by 1983, thts percentage rose to over 12 percent 
(Figure 2). 

The near-term outlook has Federal expenditures 
rising to $128 billion~ 1985, an increase of24 
percent over 1983. Federal outlays for national 
health expenditures are estimated to increase at an 
average ann~ rate of 11 percent from 1983-90, a 
rate substantially below the 15 percent rate for the 
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Table?
0 

Factors accounting for growth In expendllu'es lor eelected 
categories of national health expenditure&, 1973-831.2 

Factors accounting for 
how medical cere 
expenditures rise 

Community hOspital care

Outpatient PhySicians' 
expenses2 -Ice• 

Dentists' 

""""'"' 
Nursing home 
care excluding 

ICFMR 

Total 
peo'SO<lal ..... .... 

Total
national ..... 

expenditures

·~tientexpenses2 
Inpatient days Admissions 

Percent distribution 

Total .........,___ 
 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

General inflatton 50.9 50.9 42.3 55.8 59.7 54.7 57.1 58.2 

Aggregate population 
9'owth 6.7 6.7 5.6 7.4 7.9 7.2 7.6 7.7

Health-sector ..,ectflc -Growth in per capita 
visits or patient 
days 0.3 4.4 12.5 -6.1 5.1 13.6 N/A N{A 

Growth in real 
seMces per vistt 
or per day 
(intensity) 27.5 23.4 27.5 25.7 20.3 15.8 '22.5 23.5 

Medical care price 
increases in excess 
of general price 
lnlla1ion 
(GNP deflator) 14.6 14.6 12.1 17.2 7.0 8.7 12.8 10.6 

1 For dettmlon of the method used to allocate factors, see Klarman, M sL (1970). 

2community hospital expenses are spit into inpatient and outpatient expeoses using the American Hospital ASSOCiatiOn prooel:lure. 

' Due to data limitations, this Is growth in real seMces per capita. 

NOTES: 

N/A -Not available. 

ICFMR - Intermediate care facility for the mentally retarded. 

GNP - Gross natioflal product. 


SOURCE: Health Care Rnanclng AdminlstratiOfl, Office of Financial and Actuarial Analysis, Division of National Cost Estimates. 



TableS 


Annual percent change in current dollar 

gross national product, heahh care spending, and 


Medicare bene!H payments, 1980.83 


1980 
Percent cha!!i! from previous l!ar 

CUmulative 

197N3 -·""""
1981 1982 1983 

Gross national product 8.8 12.4 3.8 7.7 36.7 

National health 
expenditures 15.3 15.2 12.8 10.3 85.3 

Commonity hospital 
Inpatient services 17.5 18.5 16.1 9.6 n.a 

Total Medicare benefft payments 21.7 21.7 17.6 12.4 .... 
Medicare hospital 

benefit payments 21.9 21.2 17.1 10.0 90.3 

Medicare physician 
benefit payments 21.4 23.0 17.1 17.8 105.7 

-

1988, and $36 billion in 1990 (Figure 4 and Table 5). 
These outlays are projected to increase at an average 
annual rate ofapproximately 9 percent over the 
period 1983·90, a rate approximately one--third lower 
than the 13 pertent rate for the 1973-83 period. This 
is principally due to the assumption of lower 
inflation. 

State and locally financed health expenditures were 
8 to 9 percent of total State and local government 
expenditures for the years 1950-70 (Figure 3). By 
1983, this percent bad risen to over 13 percent, 

Figure 2 


Government expenditures for health as a 

percent of total government expenditures: 


Selected yeers 1950-83 


SOURCE: Health Financ:ing AdministratiOn, Offloe of Financial and Actuarial Analyals, DMIIon of National Coat Eatlmatee. care 

1973.-83 period, but above the growth rate for total 
national health expenditures (Table 6). We project 
that Federal expenditures will reach $171 billion by 
1988 and $209 billion by 1990. 

Medicare expenditures of$59 billion in 1983 
(Table 4) eomprioed 57 percent of total Federal 
outlays for health care in 1983, compared to 40 
percent in 1973. By 1990, Medicare is projected to 
account for 63 percent ofFederal outlays for health 
care. In 1967 (the first full year ofthe Medicare 
program), total Medicare outlays were $4.7 billion, 
and these outlays increased at an average annual rate 
of 17 percent between 1967 and 1983, compared to 
an average annual increase of 13 percent for national 
health expenditures. By 1990, Medicare outlays are 
expected to reach $131 billion (Figure 3 and Table 4), 
increasing at an average annual rate of 12 percent for 
the 1983·90 period. The GNP is projected to increase 
at an average annual rate ofbetween 8 and 9 percent 
during this interval (Table 6). Thus, Medicare outlays 
represent an ever-increasing share ofthe real 
resources in the economy, and will finance an 
increasing share ofnational health expenditures, 
even under the PPS. This is expected, since the 
elderly population is growing three times faster than 
the population under 65 years ofage (Table 2). 

Total Medicare outlays (including administrative 
expenses) are projected to reach $76 billion by 1985, 
$105 billion by 1988, and $131 billion by 1990. 

Under the Midsession Review assumptions 
incorporated in this projection, the Medicare 
Hospital Insurance Trust Fund is expected to be able 
to fmance total outlays until approximately 1990. 

Federal Medicaid outlays (benefits plus 
administrative expenses) were $19 billion in 1983, 
oompared to $5.5 billion in 1973 (Table 5), having 
increased at an average annual rate of increase of 
more than 13 percent. Federal Medicaid outlays are 
projected to reach $23 billion in 1985, $30 billion in 
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Figure 3 

Medicare outlays with 


bandwidths: 1968a901 2 


Historical Projected 
Log ""'200 
Scale ),)(l.o.........J
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Calendar year 
' Oullays incluc:le benefits plus administratrve e~penses_ 
2 	The conditional bandwidths around the baseline projection 

scenario provic:le one indicatOf ol variability. Tile standard error 
associated with annual perc$nl increases in Medicare oullays for 
1969-1!3 was multiplied by a t·dlstfibution value of 2.145 to Qerive 
the conditional "95 percent" bandwidths. The calculated band· 
widths are approximate and are used as a rough guide in assess­
ing variability and uncertainty. It is imponant to keep in mind the 
POtential dangers of extrapolating historical measures of variability 
into the future: that is, there can be no assurance that future 
variatlillty will replicate historical variabil~y. 

SOURCE: Health Care Financing Administration. Office of Finai"ICial 
and Actuarial Analysis, Division of National Cost Estimates. 

forcing States to economize and reorder priorities. 
State and local government expenditures as a percent 
ofnational health expenditures reached a peak of 
14.S percent in 1975, and declined to a 13 percent 
share in 1983. The State and local share ofspending 
is projected to drop slightly between 1983 and 1990 
to approximately 12 percent. 

Private financing 

The private sector financed 58 percent of 
expenditures in 1983, and this share is projected to 
be relatively stable over the projection interval 
(1983-90). Private expenditures for health care are 
projected to reach $240 billion by 1985 and $376 
billion by 1990. For the period 1983·90, private 
expenditures are estimated to increase at an average 
annual rate ofapproximately 9 percent, down 
substantially from the 12 percent rate for the 197J..83 
period. 

Private health insurance premiums comprise SS 
percent oftotal private funding for national health 
care.• Premiums have risen from $25 billion in 1973 

4 In Table 9, premiums (and subscription income) for private 
health insurance are listed at the intersection ofthe column for 
health insurance and the row for health services and supplies; total 
benefit paymenls are shown at the intersection ofthe column for 
beaJth insurance and the row for personal health care. 

Figure 4 

Federal Medicaid outlays with 
bandwidths: 1968-901 2 
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' Outlays Include benehls plus administrative e~penses. 
2 The conditional banclw1d1hs around the basehne prOJection 

scenario provide one indicator of variability The s\andard error 
associated With annual percent increases m Federal Medicaid 
outlays for 1969-83 was mulliplied by a !·distribution value of 
2.145 to denve the conclitional '"95 percent'" bandwodths. The 
caleula1ed bandwid1hs are approximate and are used as a rougll 
guide in assessing variability and uncertainty II >S omponant 10 
keep in mind the potentoal dangers of eKtrapolatmg hostoncal 
measures of variability into !he future. that IS. there can be no 
assurance that future variability will replicate historical variability. 

SOURCE: Health Care Financing AdminiStration. Office of Fiflancial 
and Actuarial Analysis, D•vision of National Cost Estimates. 

to $111 billion in 1983, more than a four-fold 
increase in only 10 years (Table 9). Premiums are 
projected to increase to $128 billion in 1985, $170 
billion in 1988, and $207 billion in 1990. 

The employer share ofprivate health insurance 
premiums has been increasing as a portion of 
employee compensation. Such premiums have risen 
at an average annual rate of 16 percent over the 
period 1973·83, reaching $82 billion in 1983 (Table 
10). Employers also make contributions to the 
Medicare Hospital Insurance Trust Fund and these 
contributions have risen from $5.3 billion in 1973 to 
$18.5 billion in 1983, an average annual rate of 
increase ofover 13 percent. During this same period, 
total employee compensation increased at an average 
rate ofbetween 9 and 10 percent, with an increased 
share allocated to health insurance. In 1950, the 
employer contribution to-group health insurance was 
one halfofone percent oftotal employee 
compensation. By 1973, this share, adjusted to 
include the contributions to the Medicare Hospital 
Insurance Trust Fund, was 2.9 percent, and in 1983, 
the share had risen to 5.1 percent (Table I 0). 

The increasing cost ofemployer-paid health costs 
relative to total compensation has led to numerous 
private sector initiatives to reduce the rate of 
increase ofhealth care costs. Employers increasingly 
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Table9 
National heahh expenditures, by type of expendhure and source of funds: Selected yean, 1973-90 

Private 
Consumer PubMc 

Type of Patient Health 
expenditure Total Total Total dlnoct Insurance Othe<1 Total Federal 

State and-Amount In billions 

1973Total $103.4 $64.0 $58.0 $33.3 $Z4.7 $6.0 $39.4 $252 $14.2 

Health services and supplies 96.5 60.7 58.0 33.3 24.7 2.7 35.8 22.8 13.0 
Personal health care 88.0 58.8 54.7 33.3 21.4 2.2 32.1 21.1 11.1 

Hospital care 38.9 18.4 17.0 3.9 13.1 1.4 20.6 13.7 6.9 
PhySicians' services 19.1 14.6 14.7 7.8 6.9 t'l 4.5 3.1 1.4 
DentistS' services 6.5 6.2 6.2 5.7 .5 .3 2 .1 
Other professional services 2.0 1.7 1.7 1.3 .4 t'l .3 .2 .1 
Drugs and medical sundries 10.1 9.3 9.3 8.8 .5 .8 .4 .4 
Eyeglasses and appliances 2.5 2.4 2.3 2.3 .1 
NurSing hOme care 7.2 3.6 3.6 3.6 ~ t'l 3.6 

.1 
2.0 1.6 ~·

Other health services 2.7 .7 .7 1.9 1.3 .6 
Program admtnlstration and 

net cost of insurance 5.3 3.9 3.4 3.4 ~ 1.5 .9 .6 
Government public 

health activities 2.2 22 .9 1.3 

Research and construction of 
medical faCilities 6.8 3.2 32 3.5 ......,., 2~ .2 2 2.2 

2.3 
2.0 

1.1 
.2 

Coostroctkm 4.3 3.0 3.0 1.3 .3 .9 

1983Total 355.4 206.6 195.7 85.2 110.5 10.9 148.8 102.7 48..1 

Health services and suppHes 340.1 199.8 195.7 852 110.5 4.1 140.3 96.8 43.5 
Personal health care 313.3 188.8 185.2 85.2 100.0 3.6 124.5 93.0 31.5 

Hospital care 147.2 68.8 67.3 11.1 582 u 78.4 60.6 17.8 
PhySicians' services 88.0 49.7 49.7 19.6 30.1 I~ 19.3 15.6 3.7 
Dentists' services 21.8 212 21.3 13.9 7.4 .6 .3 .3 
Other professional services 8.0 5.6 5.4 3.3 2.1 .1 2.4 1.9 .5 
Drugs and medical sundries 23.7 21.6 21.6 18.4 3.2 2.2 1.1 1.1 
Eyeglasses and appliances 6.2 5.2 5.2 4.5 .7 1.0 .9 .1 
Nursing home care 28.8 14.9 14.7 14.4 .3 .2 14.0 8.1 5.9 
Other health services 8.5 1.8 1.8 6.6 4.5 2.1 

Program administration and 
net cost of Insurance 15.6 10.9 10.5 10.5 .5 4.6 2.6 2.0 

Government public 
heahh activities 11.2 11.2 1.2 10.0 

Research and construction of 
medical fac!Htles 15.3 6.9 6.9 8.5 5.9 2.6 

Research2 6.2 .4 .4 5.8 5.2 .6 
CooslnJ­ 9.1 M 6.5 2.7 .7 2.0 

See lootnotes at end of table. 

~ 
~ 
:.! 

l..
i· 
~ 
i! 
~ 

~ •I 
~ 
z 

t 
w 

-~ 



-... Table 9-Contlnuod 

National hoaHh expendiblroa, by type of expenditure and source of lunda: Seloctod years, 1973-90 ...... 
Consumer 

Type of Patient 
expenditure Total Tolal Tolal Tolal '""'<ance -"""" """"' 

PubliC 

Federal 
.........-Amount in billiOns 

198&Total $419.5 $240.0 $227.6 $99.9 $127.6 $12.4 $179.6 $127.6 $51.9 

Health S8f\llceS and supplies 402.4 232.3 227.6 99.9 127.6 4.8 170.0 120.8 49.5 
Personal health care 372.8 221.8 217.6 99.9 117.7 4.3 150.9 116.2 34.7 

Hospital care 170.6 76.2 74.5 11.0 83.4 1.6 94.4 
Physicians' services 83.9 60.4 60.4 23.9 38.5 .1 23.5 
Dentists' services 27.3 26.6 .... 17.2 9.4 .7 

75.8 
19.3 

.4 

18.8 
4.2 
.3 

cnherpna~natsenrioes 9.6 6.1 6.0 3.3 2.7 !'l 3.7 3.0 .7 
Drugs and medical sundries 28.1 25.6 25.6 21.3 4.3 2~ 1.3 1.2 
Eyeglasses and appliances 7.6 8.1 6.1 5.2 1.0 1.5 1.4 .1 
Nursing home care 34.6 18.7 18.5 18.1 .4 .2 15.9 9.4 6.5 
Other health services 10.8 2.1 2.1 8.7 5.9 2.8 

Program adminiStration and 
net cost of insurance 15.8 10.5 10.0 10.0 .5 5.3 3.1 2.2 

Government public 
health activities 13.8 13.8 1.3 12.5 

Research and construction of 
medical facilities 17.2 7.7 7.7 9.5 ......., 7.3 .4 .4 6.9 

ConsVoction 9.9 7.3 7.3 2.6 

7.0 
6.2 
.8 

2.5 
.7 

1.8 

1988 Total 552.4 316.7 301.0 131.1 169.9 15.7 235.7 170.8 84.8 

Health services and supplies 531.5 307.2 301.0 131.1 169.9 6.2 224.3 
Personal health care 493.3 293.3 287.7 131.1 156.7 5.5 200.0 

162.4 
157.7 

61.9 
42.3 

Hospital care 2288 104.3 102.0 17.3 84.6 2.4 124.5 
Physicians' services 110.0 77.1 n.o 29.5 47.6 !'l 32.9 

102.1 
27.9 

22.3 
5.0 

Dentists' services 35.2 34.5 34.5 22.1 12.3 .7 .4 .3 
Other professional services 12.9 8.4 8.3 4.5 3.9 .1 4.5 3.6 .9 
Drugs and medical sundries 38.2 33.2 33.2 26.9 6.3 3.0 1.5 1.4 
Eyeglasses and appliances 9.7 7.4 7.4 6.0 1.4 2.3 2.1 .1 
Nursing home care 46.2 25.7 25.3 24.8 .5 .3 2D.6 12.3 8.2 

Oth&f health services 14.1 2.7 2.7 11.4 7.7 3.7 
Program administration and 

net cost of insurance 19.9 13.9 13.3 13.3 .7 5.9 3.3 2.5 
Government publiC 

health activities 18.4 18.4 1.4 17.0 

Research and construction of 
medical faCilities 20.9 9.4 9.4 11.4 8.4 2.9 

Research2 8.8 .4 .4 8.3 7.5 .8 
Construction 12.1 9.0 9.0 3.1 .9 2.1 

See footnotes at end of table • 

I 
5 

I
II 
i.. 

..-:1 

"' ~ 
; 
' 

•t 

 



Table 8-Contlnuecl 
Notional hllllh expenditures, by type of e-ncltlure and ooun:e ollu-: Seloctad years, 1973-90 

Private 
Pubic"""'"""" 
Type of 

oxpeoditln Total Total Total 
Patient 

Amount in billi-
 Health 
Insurance 

ons 

Othe•' Total Federal 
Slate and 

local 

1190Tollll $660.1 $375.7 $357.9 $150.6 $207.3 $17.9 $284.5 $208.6 $75.9 

Health services and supplies 637.0 365.1 357.8 150.6 207.3 7.3 271.9 199.2 72.7 
Personal health care 588.5 344.7 338.2 150.6 187.7 6.5 2438 194.3 49.5 

Hospital care 277.4 126.5 123.7 21.1 102.6 2.9 150.9 125.3 25.6 
PhySICians' services 
Dentists' services 

129.1 
40.5 

88.0 
39.7 

87.9 
39.7 

32.1 
25.4 

55.9 
14.3 

.1 41.1 .. 35.3 
.4 

5.8 
.4 

0tt1er professional serviCes 15.3 9.7 9.6 4.9 4.7 .1 5.6 4.4 1.2 
Drugs and medical sundries 42.4 39.0 39.0 31.2 7.8 3.4 1.7 1.7 
Eyeglasses and appliances 
Nursing home care 
Other heahh serviCes 

11.3 
56.1 
17.4 

8.4 
30.3 

3.1 

8.4 
30.0 

8.6 
29.3 

1.8 
.7 .4 

3.1 

2.9 
24.7 
14.3 

2.7 
14.8 
8.6 

.2 

••• 4.7 
Program administration and 

net cost of insurance 26.8 20.4 19.6 19.6 .8 6.4 3.5 2.9 
Government public.............. 21.7 21.7 1.4 20.3 

Research and construction of 
medical facilities ......""" 23.1 

9.7 
13.4 

10.6 
.5 

10.1 

10.6 
. 5 

10.1 

12.6 

••• 3.3 

... 
8.4
1.0 

3.2 

••
2.3Co•­
1 Spending by phlentnropic organizations, lnclustl'lllll in-plant health services and privately financed construction. 
2Research and development expenclltures of drug companies and other manulactums and provlcler8 of medlcat equipment and suppliei are excluded from "research eKpenditures," but are Included In the 
upendittn class in which the product fah. 

3 Less than $50 mlllon. 

SOURCe: Health Cafe Rnaocing AdminiStration, Office of Financial and Actuarial Analyt;la, Division of National Cost Es11mate$. 



Table 10 -'"' Employer contributions for hNith lnourance- total 
employee compensation: Selected yeara, 19&0-83 

Calend"-
Employer contributions for health insurance 

"""""' ....... 
health -Insurance insuranoe, 

E!!:emiums - .. Total 

Wagoo 
and 

salaries 

Em~loyee compensation·­to 
wages and........ Total 

Contributions for 
health insurance as 

percent of total 
compensation 

Alnota'lt In billions 

1950 
1955 
1980 
1965 
1970 

$0.7 
1.7 
3.4 
5.9 

12.1 

<'> 
<'>
<'l 
(') 

$2.3 

$0.7 
1.7 
3.4 
5.9 

14.4 

$147.0 
211.7 
271.9 
362.0 
548.7 

$7.8 
132 
23.0 
34.5 
932 

$154.8 
224.9 
294.9 
396.5 
612.0 

0.5 
0.8 
1.2 
1.5 
2.4 

1973 18.0 5.3 23.3 702.6 98.7 801.3 2.9 
1975 24.0 5.8 29.8 808.4 125.0 931.4 3.2 
1979 442 10.6 54.8 1,237.4 220.7 1,458.1 3.8 
1980 49.8 11.6 61.4 1,356.6 243.0 1,599.8 3.8 
1981 58.9 15.9 74.8 1,493.2 272.2 1,765.4 4.2 
1982 99.7 16.6 98.3 1,568.7 295.5 1,864.2 4.8 
1983 82.0 18.5 100.5 1,658.8 3282 1,984.9 5.1 

Average annual percent Ctlange 
1973-83 16.4 13.4 15.8 9.0 12.7 9.5 5.8 

1 Not applicable. 


SOURCE: Bl.nau of Eoonomic Analysis (1981, 1984). 




include cost-containment features in their group 
coverages (Tell, Falik, and Fox, 1984). In one recent 
survey ofnew group policies, 79 percent ofthe 
employees had provision for reimbursing for 
prescriptions on generic basis, 76 percent had 
coverage for second opinions on surgery, 85 percent 
provided for preadmission testing and for outpatient 
surgery (Health Insurance Association ofAmerica, 
1983). Employers are also increasing use ofHMO's 
and self-funding ofhealth benefits (Arnett and 
Trapnell, 1984; cain, 1983; Harker, 1981). Major 
reasons for self-funding are: elimination ofState 
premium taxes averaging 2 to 3 percent ofpremiums; 
improved cash flow (a one shot, temporary factor); 
higher interest rate earned on reserves held to pay 
benefits; and the availability ofthird-party 
administrators, many ofwhom claim to be able to 
monitor and control costs more effectively than 
traditional insurers (Moore, 1984). 

International experience 

Relatively high rates ofgrowth in health care 
expenditures, historical and projected, are not unique 
to the United States (Predicasts, Inc., 1983). 
Economy-wide inflation, growth in real income, 
demographic shifts, and cost-increasing product­
innovative technologies, have been associated with 
rising health care costs in selected western 
industrialized countries that have been studied 
(Poullier, 1985; Sandier, 1983; Simanis, 1985; 
SimanisandColeman, 1980; Smith, 1984). The 
pervasiveness and extensiveness of the worldwide 
rises in health care spending relative to GNP have 
implications for understanding historical increases in 
U.S. spending and for anticipating future spending 
patterns. 

In a recent study (Simanis, 1985) in which the 
latest data available were for 1980, the United States 
is among the highest when ranked according to the 
percent ofGNP spent on health care, following 
Sweden and the Federal Republic ofGermany (Table 
11). Another study (Poullier, 1985) indicates that by 
1982, the United States spent a higher proportion of 
its income on health than any country in the western 
industrialized world. 

In the United Kingdom, the percent ofGNP 
attributed to health is significantly lower than the 
other countries in the Simanis study (Table II). This 
has been accomplished, in part, through rationing of 
services and paying relatively lower wages to health 
sector personnel than some other countries (Aaron 
and Schwartz, 1984). 

International growth in health care spending is 
highly correlated with increases in income 
(Newhouse, 1977; Poullier, 1985), and income 
appears to be a more important determinant of 
growth than sources of funding (Government vs. 
private) (Kleiman, 1974). Nations have financed 
these spending increases with different mixes of 
private and Government spending, but the result has 
generally been the same. Higher incomes typically 
result in additional spending on health relative to the 
GNP. As health care garners an ever-increasing share 
ofnational incomes around the world, the nature of 
care appears to be shifting toward care that 
emphasizes the "caring" function, rather than the 
"curing" function (Newhouse, 1977). 

The international diffusion ofmedical equipment, 
supplies and drugs (Bandy, 1984; Mcintyre, 1984; 
Poullier, 1985), combined with diffusion of 
biomedical research results and reimbursement 
methodologies, leads to potential1inkages in medical 
practice styles and expenditure patterns in the 
western industrialized world and Japan. The extent 
to which convergence among nations in medical 
practice styles is occurring because ofthis diffusion is 
difficult to ascertain, however. In this regard, it is 
noteworthy that in Europe and Japan, as in the 
United States, there does seem to be substantial 
interest in using diagnosis related groups as a 
management tool (Fetter and Freeman, 1984; 
Ohmich, 1984; and Sanderson, 1984). 

Some analysts of international health care 
spending suggest that health spending as a proportion 
ofGNP tends to grow in spurts. Nations implicitly or 
explicitly make judgments as to the "correct" ratio of 
GNP or public expenditures allocated to health care 
(Perspective, 1982). Several western industrialized 
countries have recently modified and restricted social 
programs covering the health sector due to the 
excessive burden on public sector financing during 

Table 11 

National health expenditures in seven industrialized countries 
as a percent of gross national product: Selected years, 1960-801 

Country 

SWeden 3.5 5.8 7.5 8.7 9.7 
Federal Republic of Germany 4.4 52 6.1 9.7 9.6 
United States2 5.3 6.1 7.6 8.6 9.4 
France 5.0 5.9 6.6 8.1 8.9 
Netherlands N/A 5.0 6.3 8.6 8.9 
Canada 5.6 6.1 7.1 7.1 7.4 
United Kingdom 3.8 3.9 4.9 5.6 5.8 

t Slmanis and Coleman (1980) for 1960-75. Simanls(1985) for 1980. Data for 1980 are preliminary and subject to revision. 
2Glb$on, et al. (19e4). 
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Figure 5 
Factors accounting lor growth In expenditures 
lor community hospital Inpatient care: 1973-83 

Gross national 
product deflator 
(overall inflation) 

50.9% 

Hospilal input prices 
in excess of deflator 

Intensity per 

Admissions per capHa 
10.3%_Input,.,...
in excess of deflator 
34.5% 

Intensity per 
viSit 55.2% 

admissiOn 

..._...........-::: - - - - - - - - - - - - - -.U.U.L.I..UJ..L 
All factors Hospital sector specific factors 

Source: Health Care Rnanciog Administfallon, Office of FiMncial and Actuarial Analy$1$, Division of National Cost Estimates • 
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sluggish economic growth (Poullier, 1985). One study 
forecasts that health-spending increases in the 
developed world will slow in the 1980's as cost­
effective changes in health delivery systems and 
finance are incorporated (Predicasts, Inc., 1983). 

Projection trends by type of health 
expenditure 

Hospital care 

The financial incentives for hospitals are changing 
more significantly now than at any time since the 
enactment ofMedicare, because both public- and 
private-sector payers are instituting mechanisms to 
control the rise ofhealth care costs. In the private 
sector, insurers and benefit administrators are more 
closely examining hospital bills and procedures. 
Cost-saving provider arrangements such as Preferred 
Provider Organizations (PPO), copayment on more 
services, higher deductibles, payment for second 
opinions, outpatient testing, and the use of 
ambulatory surgery are all being encouraged. 

In the public sector, the prospective payment 
system (PPS) is having direct implications for 
community hospital inpatient services, and indirect 
effects on health care services other than Medicare 
inpatient. The PPS changed inpatient hospital 
service reimbursement from a cost-based 
retrospective system to a prospectively set payment, 
based on 467 diagnostically-related groups. The 
intent ofthe law was to restructure hospital economic 

incentives, associate a fixed payment with 
product/service purchase, and limit growth in 
outflows from the Medicare Trust Funds. 

The changing hospital environment is 
characterized by increasing pressure by public and 
private payefs to reduce the rate ofincrease of 
hospital costs, and an increasingly competitive 
marketplace. Hospitals have increasingly diversified 
by forward integration into ambulatory care and a 
backward integration into aftercare, such as nursing­
home care and home-health services. 

The PPS severs the relationship between Medicare 
revenues to hospitals and the expenses incurred to 
treat Medicare patients. With this revised financial 
incentive, Medicare outlays are projected to increase 
at a slower rate than would otherwise be expected. 
Increases in input intensity ofservices per admission 
have been an important factor in accounting for the 
growth in inpatient expenditures. For example, more 
than 23 percent of inpatient expenditure growth and 
more than 52 percent ofhospital-specific expenditure 
growth in the period 1973-83 were accounted for by 
the rise in input intensity per admission. (Figure S 
and Table 8). Growth in input intensity-per-dis­
charge ofapproximately 3 percent annually pre-PPS 
is significantly slowed in the projection period ( 1983­
90). Also, under PPS hospitals have an incentive to 
increase productivity and to adopt more 
cost-effective practice patterns. Under increased 
productivity, real output intensity per admission 
rises faster than real input intensity. 
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Highlights ofprojections for hospital care follow: 
• 	 Total hospital expenditures are projected to rise 

from $147 billion in 1983 to $171 billion in 1985, 
$229 billion in 1988, and $277 billion in 1990 
(Table 12). 

• 	 Substantially lower rates of increase are projected 
for Medicare benefit payments (inpatient and 
outpatient) through the remainder of the 1980's; 
12 percent in the projected period, compared to 
19 percent during 1973-83. 

• 	 Spending for community hospital inpatient 
services is projected to decelerate significantly in 
the projected period, increasing at an average 
annual rate ofless than 10 percent, compared to 
15 percent or more for the period 1973-83. 

• 	 Revenue for community inpatient services is 
expected to exceed $200 billion in 1990, rising 
from $109 billion in 1983 to $125 billion in 1985, 
$168 billion in 1988, and $204 billion in 1990. 

• 	 The deceleration in hospital growth results 
primarily from slowing ofeconomy-wide 
inflation, restraints in inpatient reimbursement 
under PPS, intensified competition, and 
increasing use ofnonhospital alternate sites for 
delivery ofcare. Countervailing forces which 
result in growth in this sector include an aging 
population, new technology, and increased ability 
to pay. The net result is that this sector, while 
slowing, is still projected to grow at a faster rate 
than the gross national product for the period as a 
whole. 

• 	 Expenses per inpatient stay tripled from $784 in 
1973 to $2,7 42 in 1983, and are projected to 
double by 1990tomorethan$5,100. 

• 	 Increasing alternate sites for delivery ofcare and 
the changing hospital marketplace result in the 
projection ofdeclining average annual growth in 
admissions of -0.2 percent over the 1983-90 
interval, compared to an average annual increase 
of 1.6 percent in the 1973-83 period. 

• 	 Intensity ofservices per admission is projected to 
grow at an average annual rate of2-3 percent. 
This is substantially slower than for the historical 
period 1973-83. 

• 	 Length ofstay is projected to shorten under PPS. 
This tends to increase average intensity per day, 
because most ancillary services are provided near 
the beginning ofan admission. 

Community outpatient hospital services 

Substantial growth in services and revenues for 
outpatient services is expected to continue in the 
projected period ( 1983-90). Several factors may 
dampen this growth, including the influence of 
increasing competition in the ambulatory services 
sector, an increasing supply ofoffice-based 
physicians relative to the population, and more 
stringent payment associated with increased scrutiny 
into case-mix complexity ofhospital outpatient 
services. 

The projection outlook for outpatient services is 
for inflation-adjusted (real) output to increase at 
substantially higher rates (about 6 percent) than for 
community hospital inpatient services (less than 3 
percent) or physicians' services (about 4 percent). 
Still, this is only three-fourths its rate of increase for 
the period 1973-83. 

Federal hospital 

Slower growth in Federal hospital spending is 
projected for 1983-90, with expenditures growing 
from $11 billion in 1983 to $19 billion in 1990, 
because oflower economy-wide inflation, more 
Federal hospital closures, Federal budget constraints, 
and the more effective linkage of payments to case­
mix complexity. 

Physicians' se"ices 

Physicians influence the health care industry to a 
greater extent than the 22 percent share ofpersonal 
health spending consumed by the physicians• services 
sector. Blumberg (1979) estimates that physicians 
influence approximately 70 percent ofpersonal 
health spending. 
• 	 The long-term projection is for expenditures of 

physicians• services to increase at a substantially 
slower rate of less than l 0 percent annually, 
compared to 14 percent in the last decade, 
1973-83. 

• 	 Physicians' fees as measured by the CPI, are 
projected to grow at an average annual rate of 5-6 
percent for the 1983-90 period. This dampening 
ofprices accounts, in part, for the substantial 
slowing in the projected growth rate of 
expenditures for physicians• services for the 
1983-90 period. 

• 	 Expenditures for physicians' services are 
estimated to grow from $69 billion in 1983 to 
$129 billion in 1990, and from approximately 
$285 per capita to $500 per capita. 

Other factors which account for the dampening of 
growth rates include cost containment efforts; 
intensified competition between office-based 
physicians and alternate delivery systems, such as 
hospital outpatient department, HMO's, and 
preferred provider organizations; and increased 
influence of financial management on physician 
clinical practice patterns. Factors which contribute to 
projected growth for this service include growth of 
real income per capita; unbundling services, since 
total charges are usually higher when summing costs 
of individual services or procedures than for the 
bundle ofservices or procedures priced as a whole; 
and increased case-mix complexity, due, in part, to 
shifts in some services from the hospital to the office 
setting. 
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0 "' T-12 
National heaHII e..,-ltUres, by lype of expenditUre: 8elecled years, 1960-90 

T2 of expenditure 1950 1955 1960 1965 1970 1973 1975 1979 1990 1981 1982 1983 1985 1998 1990 

Amount in billons 
T0181 $12.7 $17.7 $26.9 $41.9 $75.0 $103.4 $132.7 $215.1 $248.0 $285.8 $322.3 $355.4 $419.5 $552.4 $980.1 

Health services and supplies 
Personal health care 

11.7 
10.9 

16.9 
15.7 

25.2 
23.7 

36.4 
35.9 

69.6 
65.4 

96.5 
69.0 

124.3 
117.1 

204.6 
189.6 

236.1 
219.1 

Z72.7 
253.4 

306.1 
264.7 

340.1 
313.3 

402.4 
372.8 

531.5 
493.3 

637.0 
588.5 

Hospital care 3.9 5.9 9.1 14.0 28.0 38.9 52.4 97.0 101.3 117.9 134.9 147.2 170.6 228.8 277.4 
Pttysieians' serviCes 
Dentists' servtces 

2.7 
1.0 

3.7 
1.5 

5.7 
2.0 

8.5 
2.8 

14.3 
4.7 

19.1 
6.5 

24.9 
8.2 

40.2 
13.3 

48.8 
15.4 

54.8 
17.3 

61.8 
19.5 

69.0 
21.8 

83.9 
27.3 

110.0 
35.2 

129.1 
40.5 

Other professional serviCes 
Drugs and medical sundries 

0.4 
1.7 

0.6 
2.4 

0.9 
3.7 

1.0 
5.2 

1.6 
8.0 

2.0 
10.1 

2.6 
11.9 

4.7 
17.1 

5.6 
18.5 

6.4 
20.S 

7.1 
21.8 

8.0 
23.7 

u 
28.1 

12.9 
36.2 

15.3 
42.4 

Eyeglasses and appliances 
Nursing home care 

0.5 
0.2 

0.6 
0.3 

0.8 
0.5 

1.2 
2.1 

1.9 
4.7 

2.5 
7.2 

3.2 
10.1 

4.7 
17.4 

5.1 
2M 

5.6 
23.9 

5.5 
28.5 

6.2 
28.9 

7.6 
34.6 

9.7 
48.2 

11.3 
65.1 

Other health services 0.5 0.9 1.1 1.1 2.1 2.7 3.8 5.1 5.9 7.0 7.6 8.5 10.8 14.1 17.4 
Program adminiStration and 

net cost of insurance 
Govei'Mient public health- 0.5 0.6 1.1 1.7 2.8 5.3 4.0 8.6 9.2 10.6 13.4 15.6 15.8 19.9 25.6 

0.4 0.4 0.4 0.8 1.4 2.2 3.2 6.4 7.7 8.6 10.0 11.2 13.8 18.4 21.7 

Research and con&tructloo of 
medical faclltles- 1.0 0.9 1.7 3.5 5.4 6.8 8.4 10.4 11.9 13.2 14.2 15.3 17.2 20.9 23.1 

0.1 0.2 0.7 1.5 2.0 2.5 3.3 4.7 5.4 5.6 5.9 6.2 7.3 8.8 9.7 
Construotloo 0.6 0.7 1.0 2.0 3.4 4.3 5.1 5.7 6.5 7.6 8.3 9.1 9.9 12.1 13.4 

SOURCE: Health Care Financing AdminiStration, Office of Financial and Actuarial Analysis, Dlvtslon of National Cost Estimates. 
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Table 13

National health expendlturea • .._annual percen1 clrange, by type of expendllure: S8lected periods, 1950-90 
T~~ of expenditure 1950-55 1956-60 1-.s 1965-70 1970-75 1975-80 1-.s 1985-90 1965-83 1973-83 1979-83 1983-90 1993-85 1993-88 1995-98 1998-90 

Total 7.0 8.7 9.2 12.3 12.1 13.3 11.1 9.5 12.6 13.1 13.4 9.2 8.7 9.2 9.6 9.3

Health services and supplies 7.6 8.3 8.7 12.6 12.3 13.7 11.3 9.6 12.9 13.4 13.5 9.4 8.8 9.3 9.7 9.5 
Personal health care 7.6 8.6 8.6 12.8 12.4 13.3 11.2 9.6 12.8 13.4 13.4 9.4 9.1 9.5 9.8 9.2 
-1­ 8.9 9.0 9.0 14.9 13.4 14.1 11.0 10.2 14.0 14.2 14.1 9.5 7.7 9.2 10.3 10.1 
Physk:lans' services 6.1 9.0 8.3 11.1 11.7 13.4 12.4 9.0 12.4 13.7 14.4 9.4 10.3 9.8 9.4 8.4 
Dentists' services 
Other prOfessiOnal- 9.4 5.6 7.3 11.1 11.6 13.3 12.1 8.2 12.1 12.8 13.1 9.3 11.9 10.1 8.9 7.2

7.3 8.9 3.7 9.1 10.4 16.5 11.7 9.4 12.1 15.1 14.0 9.6 10.4 10.0 9.8 8.8 
Drugsancl.-aJ·­ 6.7 8.9 7.2 9.1 8.3 9.2 8.7 8.5 8.8 9.0 8.5 8.8 8.9 8.8 8.8 8.1 
Eyeglasses and appliances 4.2 5.1 8.6 10.7 10.1 10.2 8.2 8.3 9.7 9.5 7.4 8.9 10.4 9.3 8.6 7.8
Nursing home care 10.8 11.0 31.5 17.8 18.4 15.2 11.2 9.8 15.8 14.9 13.5 9.7 9.5 9.9 10.2 9.2 
01lle< heshh ........ 11.9 3.7 0.7 12.5 12.8 9.5 12.8 9.9 11.7 12.1 13.4 10.8 13.1 10.7 9.2 11.0 

Program administration and 
net cost of insurance 14.6 8.7 15.1 10.1 7.2 18.3 11.3 11.2 12.9 11.3 15.9 8.1 .7 5.0 8.0 16.1 

Government pubtic health -· 0.9 1.9 14.5 11.8 17.3 19.8 12.4 9.5 15.7 17.5 15.3 9.9 10.9 10.4 10.0 8.7
Research and construction of 

medlcaJ facilities .......... -2.2 
12.4 

14.7 
25.8 

15.0 
18.0 

9.0 
5.4 

9.2 
11.1 

7.3 
10.2 

7.6 
6.1 

6.1 
5.9 

8.5 
8.1 

8.4 
9.3 

10.0 
8.9 

6.1 
6.7 

6.1 
8.8 

6.4 
7.3 

6.7 
6.4 

5.3
5.2 

Construction -5.0 10.0 13.8 11.4 8.1 5.1 8.8 6.3 8.8 7.7 12.3 5.7 4.3 5.8 6.9 5.4 

 
 

SOURCE: Health Care Financing Administration, Office of Financial and Actuarial Analysis, Division of National COSt Estimates. 



Dentists' services 

The prevention and control ofdental disease cost 
$22 billion in 1983. Compared to most other health 
services, dentists' services are subject to more 
consumer cost-sharing, competitive forces in the 
industry, and better productivity performance. 
• 	 Growth in dentists' services is projected to 

moderate, growing at an average annual rate of 9 
percent from 1983-90, compared to 13 percent for 
1973-83 (Table 13). 

• 	 Expenses per capita are projected to rise from $90 
in 1983 to S 156 in 1990, with expenditures 
projected at $27 billion in 1985 and $40 billion in 
1990. 

The rate ofgrowth in dentists' services will slow 
substantially, due to a slow down in economy-wide 
inflation and the moderating rate of increase 
projected for dental insurance. 

Other professional services 

Expenditures for other professional services 
(freestanding home health agencies; and 
optometrists, podiatrists, chiropractors, nurse 
practitioners, occupational and physical therapists, 
clinical psychologists, and the like, who are engaged 
in independent practice) increased at an average 
annual rate of 15 percent, from $2 billion to $8 
billion, during the 1973-83 period. 
• 	 Expenditures for other professional services are 

expected to rise to $10 billion in 1985, $13 billion 
in 1988, and $15 billion in 1990, with rates of real 
expenditures significantly exceeding both GNP 
and national health expenditures. 

• 	 The projected long-term outlook is for other 
professional services to increase at an average 
annual rate of9 to 10 percent. Utilization of 
home health services is expected to increase at 
relatively high rates since the Medicare PPS 
provides an incentive for early discharge of 
patients from hospitals. Some of these discharged 
patients will need more home health services than 
was previously the case. 

Drugs and medical sundries 

Drugs (prescription and over-the-counter) and 
medical sundries dispensed in retail channels 
comprised 8 percent ofpersonal health spending in 
1983. For recent historical periods, prices ofdrugs 
have been rising substantially faster than economy­
wide inflation. In the 12 months ending October 
1984, prices rose nearly l 0 percent for the CPI for 
prescription drugs; about 7 percent for the CPI for 
medical care commodities (mostly drugs); about 6 
percent for the CPI for internal and respiratory over­
the-counter drugs; and 4 percent for overall inflation 
(CPI-all items). The short-term outlook is for 
expenditures for drugs and medical sundries to rise 
from $24 billion in 1983 to $28 billion in 1985, an 
average annual rate of increase ofabout 9 percent. 

The long-term outlook is for drugs and medical 
sundries spending to increase at an average annual 

growth rate ofnearly 9 percent. Factors leading to 
this growth include the aging ofthe population with 
the elderly using more prescriptions per capita, and 
requiring higher dosage per prescription, thus paying 
higher prices per prescription, the increase in real 
income per capita, and the introduction ofnew 
product lines ofprescription drugs. 

Eyeglasses and appliances 

Expenditures for ophthalmic products and durable 
medical equipment (primarily ophthalmic products) 
rose at an average annual growth rate ofnearly 10 
percent for 1973-83, rising from less than $3 billion 
to more than $6 billion. Relative to most services and 
supply sectors, the market for ophthalmic goods is 
quite competitive (Benham, 1972; Feldman and 
Began, 1978). Direct out-of-pocket payments have 
accounted for most ofthe outlays, with third-party 
payers exercising a relative! y small role in consumer 
demand. During the recession in the early 1980's, 
consumption ofeyeglasses and durable equipment 
was sharply curtailed as consumers delayed 
purchases. 
• 	 Expenditures for eyeglasses and durable medical 

equipment are expected to grow from about $6 
billion in 1983 to nearly $8 billion in 1985. 

• 	 Long-term projections assume that real 
consumption will rise substantially faster than 
real GNP, and that consumer prices for eyeglasses 
will continue to rise at a slower rate than 
economy-wide prices, based on a competitive 
market. 

The durable medical equipment component is 
expected to experience robust growth as hospitals 
respond to the Medicare PPS by discharging patients 
earlier. There should be greater demand for durable 
medical equipment for home use, as services 
previously performed in the hospital setting are 
performed at other sites. 

Nursing-home care 

Nursing-home care (including intermediate care 
facilities for the mentally retarded (ICFMR)) has 
risen dramatically, from less than 2 percent of 
personal health care costs in 1950 to over 9 percent 
in 1983, reflecting expenditure growth at an average 
annual rate of 16 percent. This fast growth ofnursing 
home care is due to a demographic shift toward the 
elderly; increases in real income; expanded Medicaid 
benefits, especially the addition of the ICFMR 
benefit in 1973 (the fastest growing component of 
nursing home care); increases in the number of 
nursing-home beds; and increases in prices paid for 
inputs used in the production ofcare. 
• 	 The short-term outlook is for total nursing-home 

care expenditures to rise from $29 billion to $35 
billion, an average annual rate ofnearly 10 
percent, a substantial deceleration from the 15 
percent rate experienced in 1973-83. 
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• 	 For the longer-term, expenditures for nursing­
home care are projected to rise to $46 billion in 
1988 and $55 billion in 1990. 

Accounting for most ofthe projected increase in 
spending is the aging ofthe population, with the 
elderly spending more than 30 times as much per 
capita for nursing-home care than persons under 65 
years ofage (Fisher, 1980). Both the development of 
substitute and complementary care networks (e.g., 
home health care services, domicillary care, 
congregate housing, continuing-care retirement 
homes, and personal care by relatives and friends) 
(Freeland and Schendler, 1984; Lane, 1981) and 
cost-containment initiatives by all levels of 
GovernmentS contribute to projected substantial 
slowing in the growth ofexpenditures for nursing 
home care. 

Other personal health care 

Other personal health care expenditures are 
projected to increase at an average annual rate of 
growth of 11 percent from 1983 to 1990, increasing 
from $8.5 billion to $17 billion. 

Program administration and net cost of 
insurance 

Program administration and the net cost of 
insurance expenses are projected to grow to $16 
billion in 1985, $20 billion in 1988, and $27 billion 
in 1990. The slowing in the growth rate in the 1983­
85 period is largely due to the significantly slower 
projected rates of increase for premiums relative to 
benefits (net cost of insurance). Competition in the 
private health insurance industry is expected to 
intensify as: 
• 	 Corporate chiefexecutive officers and employee 

benefit specialists become more knowledgeable 
and aggressive in their quest for cost-effective 
plans; 

• 	 Alternate delivery systems such as preferred 
provider organizations and health maintenance 
organizations continue to proliferate; 

• 	 Employers and other payers will expect carriers to 
improve claims controls in order to reduce 
benefits payments by more than the amount of 
the increased costs ofmonitoring and controlling 
claims payments. 

• 	 Companies self-insure their health benefits, 
providing stiffcompetition for insurance 
companies. 

Government public health activities 

Government public health activities are provided 
to improve and protect the well-being and health of 
the entire nation. Preventive community services are 
the focal point ofthese activities. Also, groups of 
persons who are at risk for particular diseases and 

sAbout 50 percent ofnursing home cai'e is fmanced by 
Government. 

those with limited access to care in the private sector 
are the targets of many public health programs. 
Growth in public health spending reflects the 
complex intergovernmental relationships in the 
system, and has been characterized by volatility and 
spurts. 
• 	 The short-term outlook is for a marked slowdown 

in growth due to Government budgetary 
constraints, with expenditures growing from $11 
billion in 1983 to $14 billion in 1985. 

• 	 Average annual growth in the projected period 
1983-90 is 10 percent, compared to between 17 
and 18 percent in the historical period 1973-83. 

Research 

Expenditures for biomedical research and research 
on the delivery ofhealth services is projected to 
increase from $6 billion in 1983 to $7 billion in 1985, 
$9 billion in 1988, and $10 billion in 1990. 

Cons traction of medical facilities 

Several studies indicate that there has been an 
erosion ofhealth sector capital positions in the 
1970's (Bradford, eta/., 1982; ICF, Inc., 1983; Ting 
and Valiante, 1982). These studies suggest that the 
1980's and 1990's will witness pressure to renovate, 
replace, and modernize equipment and plants 
financed from Hill-Burton funds6 during the 1950•s 
and 1960's. Shifts in geographic and age distribution 
ofpopulation will also increase demand for new beds 
and facilities. Mitigating against these pressures for 
increased spending for construction are the low 
occupancy rates in 1984, which suggest excess bed 
capacity and potentially diminished access to sources 
ofcapital. 
• 	 Short-term outlays are projected to rise from $9 

billion in 1983 to $10 billion in 1985. 
• 	 Private sources of funding are expected to pay an 

increasing share ofmedical facility construction 
in the 1980's. 

Summary 
These projections are based on the assumption that 

historical trends and relationships, modified for the 
effects ofcurrent-law regulations such as the 
Medicare PPS, will continue. The baseline 
projections incorporate the Health Care Financing 
Administration's projections ofMedicare and 
Medicaid outlays, the Bureau ofHealth Professions' 
projections ofactive physicians and dentists, and the 
Executive Office of the President, Office of 
Management and Budgets' projections ofthe GNP 
and overaU inflation. 

'The Hospital Survey and Construction Act, 1946, commonly 
referred to as the HiiJ..Bunon Act was enacted to address the 
shortage ofmedical care facilities that had developed during the 
Depression and World War II. As a resuh ofthis program, there 
was a significant expansion ofhealth facilities during the 1950's 
and 1960's. 
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Health spending increases are projected to 
decelerate primarily because oflower assumptions of 
economy-wide inflation, implementation of the 
Medicare Prospective Payment System (PPS), State 
and private sector cost-containment initiatives, and 
the integration ofclinical practice patterns with 
improved management practices. However, growth 
in health care spending is expected to continue to 
outpace overall economy growth over the projection 
period as a whole. Health spending in the short-term 
is projected to decrease as a percent ofGNP, as 
health care cost increases slowdown and GNP 
increases accelerate. 

The current health care environment evolved from 
interaction among providers, third-party payers, and 
consumers, based on their economic, social, and 
political needs and demands in the 1950's and 
1960's. The cost-increasing incentives became more 
evident in the 1970's and early 1980's. The fast 
increases in health spending relative to the Nation's 
ability to pay have led to the realization that existing 
financing arrangements and incentives are not 
feasible for the long-run. The health care industry has 
responded with new and alternative provider types 
(e.g., freestanding emergency centers, PPO's); shifts 
in the location ofproviders; changes in the focus of 
decisionmaking away from the Federal Government 
and toward the private sector and State and local 
governments; consolidation ofproviders into more 
efficient and effective organizations; and a possible 
shift in the ethics ofprovision ofcare with the 
increasing realization that not aU people can receive 
all technological advances, regardless ofcost and 
proven efficacy (Henlth Central System, 1985). 

The ongoing changes in the health sector market 
place, associated with the new fmancial incentives, 
makes it difficult to project trends and relationships. 
Some of the pressures and incentives can be 
anticipated, but not quantified, in magnitude or 
time. A contingency planning or prepared 
opportunism approach to long-range planning is one 
way to prepare for complex, uncertain situations 
likely to confront the health care industry 
decisionmakers in the remainder ofthe 1980's. 

There is uncertainty as to the future ability to 
finance growth in health expenditures as reflected in 
GNP growth, as well as to the proportion ofthe GNP 
that will be allocated to the health sector. The 
current-law projection ofnational health 
expenditures presented is a starting point or baseline 
from which alternative scenarios can be constructed 
to meet the unique needs ofmanagers, strategic 
planners, policymak:ers, and the like. Making a 
baseline projection does not imply that national 
health expenditures can be projected with precision, 
and the inherent difficulties in making short-run 
forecasts and long-term projections should not be 
underestimated. What is certain is that, as health 
expenditures consume an ever larger proportion of 
the GNP, there wiU be ever-more intensive efforts by 
the financers ofsuch care to slow the growth. Also, as 
new, effective, and expensive technologies become 

available to diagnose and treat conditions, there will 
be pressures by patients, their families, and the 
providers to use such technologies. As experience 
under new fmancial incentives develops and is 
quantified and analyzed, the magnitude, timing, and 
nature of these changes will become more evident. 

Assuming that the current incentive mechanisms 
and constraints affecting the demand for and supply 
ofmedical care are not significantly modified, and 
that the projected growth in inflation and GNP is 
accurate, the projections ofhealth expenditures 
presented in this paper are a reasonable 
approximation ofwhat can be expected through the 
1980's. 
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